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AMERICAN INSTITUTE OF ACCOUNTANTS
RESTRICTIVE ACCOUNTANCY 
LEGISLATION
A  report of the American Institu te  
of Accountants committee on state 
legislation approved October 1 5 , 1934
135 Cedar Street 
N ew  York
R eport of the Committee on State Legislation  
To the Council of the A merican Institute of A ccountants :
Gentlemen : It appears necessary to devote the present report entirely to 
the question of restrictive legislation. It is the belief of your committee that 
an expression of opinion by the Institute on the desirability or undesirability of 
restrictive legislation is needed at this time.
The first law of the so-called “two-class type” restricting the practice of 
public accountancy to persons registered with a state board was enacted in 
Maryland in 1924. Discussions of the problems of restriction at that time were 
largely theoretical because no one knew exactly how the plan would work out. 
On several occasions following the enactment of the Maryland law the council 
of the Institute has discussed the subject, but in those days members of council 
were reluctant to record an official opinion because of unwillingness to condemn 
any proposal which had not been thoroughly tried or to endorse any particular 
type of law which contained provisions of doubtful desirability. When the In­
stitute’s model C. P. A. bill was revised and adopted in 1926, a suggestion was 
made that a restrictive provision be included so that it might serve as a model 
to those states which desired restriction. This proposal was vetoed because 
of doubt whether a restrictive provision could be devised which could stand the 
test of constitutionality and would not carry in its wake results which would 
be harmful to the profession.
Since that time the accountants in many states in the union have argued at 
great length the question whether restriction is desirable or not. In the mean­
time restrictive accountancy laws have been enacted in eleven states— Arizona, 
Florida, Illinois, Iowa, Louisiana, Maryland, Michigan, Mississippi, North 
Carolina, Tennessee and Virginia. With the possible exception of Illinois these 
laws were sponsored by the state societies of certified public accountants. Sim­
ilar bills have been introduced in the legislatures of many other states, usually 
at the instance of certified public accountants, but have failed to pass.
Unsuccessful attempts have been made to secure endorsement of state so­
cieties of certified public accountants for restrictive bills in several states. A  
complete record is not available, but your committee is informed that the state 
societies in California, New York and Pennsylvania have within the past year 
voted against proposed restrictive bills by large majorities.
Since the Institute has not been on record officially, its committees on state 
legislation have, naturally, neither opposed nor endorsed the particular re­
strictive bills which have been submitted for criticism, but have pointed out 
what they believed to be unmistakably undesirable features without supporting 
or condemning the theory of restriction itself.
Your committee believes that at the present time the Institute will fail to do 
its whole duty to the profession if the council does not express its opinion on a 
subject which is being so actively canvassed in all sections of the country.
Accordingly the committee wishes to present a resolution for the considera­
tion of the council at its meeting, October 15, 1934.
It would require a book even to summarize all the arguments on restrictive 
legislation for accountancy and the collateral questions which arise from it. 
Much published matter about restriction has been available to the profession in
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recent years and your committee feels justified in presuming that members of 
the council are generally familiar with the points involved.
A  brief resume may be in order in this report.
The only justification for restriction of the practice of public accountancy is 
the claim that it would protect the public; would provide a means of regulating 
all practitioners of accountancy and would place the accountancy profession on 
a “par” with other professions the practice of which is now restricted by law. 
In the minds of some accountants there may be two other reasons for favoring 
restriction, though they are not often expressed, the hope of securing a monopoly 
of accounting practice and of erecting barriers at state borders to exclude com­
petition from other states.
There is a serious doubt whether any of these purposes should be accom­
plished or may be accomplished by the restriction of accountancy practice.
There is no indication that the business public seeks or needs the sort of pro­
tection which a restrictive accountancy bill might provide. Your committee 
is convinced, and it has evidence to support its views, that bankers, financiers 
and business men have little interest in proposed legislation intended to prevent 
the practice of accountancy by other than certified public accountants. The 
committee is likewise convinced that no more than an infinitesimal part of 
accountancy practice now performed in this country having a direct bearing on 
the public interest is done by non-certified practitioners. Incompetency which 
can injure only the person who of his own choice employs an incompetent 
practitioner does not require that the police power of the state be invoked to 
protect the public interest. Investigation shows that a negligible number of 
financial statements signed by non-certified accountants have been filed under 
the federal securities act, or have been issued to stockholders of corporations 
whose shares are widely held, or have been included in prospectuses inviting 
the purchase of bonds or other securities, nor is it believed that many bankers 
have in recent years lent money on the basis of statements certified by un­
accredited practitioners of accounting. It does not appear then that restrictive 
legislation is necessary for the protection of the public.
Regulation of all practitioners of accounting is not greatly facilitated by 
restriction under present laws of this type. Dishonest and fraudulent acts by 
any accountant are now grounds for ample punishment. It is not reasonable 
to suppose that courts would ever revoke a man’s licence to practice account­
ing simply because of violation of professional ethics. This opinion is sup­
ported by competent counsel. Accordingly, if our laws now provide adequate 
punishment for fraudulent acts and if no law can make provision against acts 
that are purely unethical from a professional point of view, what is there to be 
gained by restrictive legislation?
It is claimed that restriction would place public accountancy on a par with 
other professions now similarly regulated. To compare accountancy with 
medicine or law, for example, is fallacious in itself because the practice of 
accountancy is much broader than either of the others. Accountants certify 
financial statements after audit; they testify as expert witnesses in court; they 
prepare financial statements from books without audit; many of them keep 
books for clients; they prepare income-tax returns and represent taxpayers
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before the treasury department; they install accounting systems and cost sys­
tems ; they conduct special investigations for a great variety of purposes; they 
serve as consultants on financial matters, and they perform a number of other 
services. Only a few of these acts can be construed as affecting public inter­
est to such an extent that the police power of the state could be invoked con­
stitutionally to regulate such practice. If the definition of public accountancy 
were to be so narrow as to include only those few functions, people calling 
themselves by a name other than accountant would undoubtedly arise to per­
form the other services which accountants now consider themselves peculiarly 
qualified to render. In a word, if the practice of public accountancy were to 
be legally restricted it would have to be so rigidly limited as to become only a 
shadow of its former self.
This is likewise the answer to those who hope for monopoly through restric­
tion. No legislature will grant any group the sole privilege of performing 
services for gain unless those services are narrowly limited to acts which affect 
the welfare of the public at large.
As far as the hope of erection of state barriers is concerned the members of 
the Institute are already on record as being overwhelmingly opposed to any 
hindrance to free passage of accountants across state lines for the purpose of 
performing professional engagements.
In the type of restrictive law now in effect in several states (commonly known 
as the two-class type of restrictive law) there are two distinct disadvantages.
There is strong probability that all laws of this type now on the statute books 
are unconstitutional. Some of the reasons for this have already been men­
tioned. The supreme courts of Oklahoma, Illinois and Tennessee have ren­
dered opinions definitely holding restrictive provisions to be unconstitutional. 
Two of the three decisions were concerned with laws of the same general type 
as those now actively advocated in some states.
The chief disadvantage, however, especially in the large commercial states 
where there are great numbers of accountants, is that a necessary concession 
at the time of enactment of a restrictive act is the automatic licensing of all 
public accountants in practice at that date. In many states non-certified prac­
titioners greatly outnumber the certified public accountants. The licensing 
of such persons would immediately increase their political force; would facili­
tate their organization into a unified body and would practically constitute an 
invitation to them, through political means, to attempt to secure certified 
public accountant certificates by waiver. This is no idle fear. Experience in 
many states has shown that this is the inevitable tendency. Again, the existence 
of large groups of licensed public accountants side by side with certified public 
accountants can not fail to confuse the public mind and to render difficult a 
distinction between the two classes, both recognized by the state.
It is the conclusion of your committee that restrictive accountancy legislation 
would not be in the best interests of the certified public accountant. The pro­
fession of accountancy has peculiarities which differentiate it from other pro­
fessions, and the so-called permissive type of accountancy law, providing for a 
certificate which marks its owner as one who has been tested and found qualified 
by his state, has been proved an effective means of extending state recognition
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to this profession. It is essentially the same method pursued with outstanding 
success for more than three quarters of a century in Scotland and more than 
one half a century in England where the position of the profession is unchal­
lenged. Under the C. P. A. laws of the United States accountancy has made 
rapid progress. Certified public accountants would gain nothing by legislation 
which would dilute the value of their certificate and would invite attack on ex­
isting standards.
There is no valid reason for depriving accountants who are not certified public 
accountants of the right to perform accounting work of elementary character, 
at modest fees, for small business men who need that service and can not 
afford to engage professional certified public accountants. There is no ques­
tions of public interest involved in such practice. No further regulation than 
that which the law now provides is necessary. Parity with other professions 
does not depend on legislation of this type. The hope of monopoly is cheap 
and vain and the desire for state barriers is unworthy of any one who has the 
interests of the accountancy profession at heart.
Therefore, your committee submits to council, with the recommendation that 
it be adopted, the following resolution:
W hereas, the certified public accountant certificate is the recognized legal 
credential of professional public accountants in the United States, and
The business public has come to regard certified public accountants as 
qualified practitioners of accountancy, and
Passage of so-called restrictive accountancy laws necessarily extends state 
recognition to unaccredited accountants in practice at the time of enact­
ment of such laws, and
Such recognition dilutes the value of the certified public accountant cer­
tificate by creating confusion in the public mind as to the distinction 
between certified public accountants and other licensed public ac­
countants, and
Experience has shown that such recognition strengthens the political posi­
tion of non-certified public accountants, facilitates their organization as 
a group and frequently results in efforts to obtain certified public ac­
countant certificates by waiver, and
W hereas, restriction of the practice of accountancy would necessarily 
limit the definition of accountancy to only a few of the services which 
certified public accountants now customarily perform, and
W hereas, court decisions indicate that restrictive accountancy laws of the 
type proposed up to this time are apt to be unconstitutional,
Be It R esolved, That the council of the American Institute of Accountants 
regards the passage of restrictive accountancy laws of the so-called two- 
class type as inimical to the interests of the certified public accountant 
and of file business public.
Respectfully submitted,
W ill-A. Clader, Chairman, 
Ch as. W. Jones,
James M. McConahey.
Note.—At a meeting on October 15, 1934, the Council of the 
American Institute of Accountants, without dissenting vote, ap­
proved the foregoing report and adopted the resolution proposed.
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